six income inequality indices, Anand and Kanbur (1993) pointed out that a population shift from the low-mean income, low-inequality, and traditional (rural) sector to the high-mean income, high inequality, and modern (urban) sector, which is the basis for the Kuznets model together with a constant differential in sectoral mean incomes and constant sectoral inequalities, appeared to be, in fact, accompanied by changing sectoral mean income differential and sectoral inequalities. According to Oshima (1992 Oshima ( , 1994 , most Asian countries seem to follow the Kuznets curve in income inequality, but the peak appears to have been reached when the economy was still predominantly agricultural with per capita incomes much lower than in the West. These findings suggest that factors and forces underlying the Kuznets process are so diverse that one cannot expect to explain the process by a simple model.
The purpose of this paper is to explore the factors and forces underlying income inequality in Indonesia. This will be done using the Theil inequality decomposition technique with household expenditure data from the 1987 , 1990 . 3 There are several factors that are considered as having affected income inequality. Since urban inequality is generally larger than rural inequality, a higher level of urbanization is likely to lead to a higher level of overall income inequality. Also, the urbanrural disparity should have a significant bearing on income inequality. For a similar reason, a higher proportion of better-educated groups would also lead to a higher level of overall income inequality, assuming that the income inequalities in these better-educated groups were higher than those of other groups. A larger income disparity between the better-educated groups and the other groups would also raise the overall level of inequality. Besides these factors, age distribution, interregional income disparity, and gender inequality should also influence the overall level of inequality. In this decomposition analysis, these factors are examined in turn; in addition, this study also considers household size as a determinant of overall inequality since it uses households as the unit of analysis and examines the extent of inequality among households by using household expenditure levels.
In order to analyze the factors and forces influencing income inequality, it would be instructive to examine the economic conditions of the period that is being analyzed . Indonesia underwent substantial structural changes during the 1987-93 period, which was also characterized by rapid and steady economic growth. A series of reform measures that have been introduced since the middle of the 1980s-including the 1986 devaluation, trade liberalization measures, and in-vestment reforms-have been quite effective in shifting the Indonesian economy toward a more export-oriented structure based on non-oil exports. Real annual GDP growth averaged 6.5 per cent between 1987 and 1993, approaching that of the rapid growth period of 1971-81, but this was achieved without the benefit of extensive oil revenue windfalls. Non-oil exports have increased substantially during the period and reached U.S.$27 billion in 1993, accounting for 74 per cent of total exports. The manufacturing sector (including oil/gas manufacturing) led the economy by accounting for almost 30 per cent of GDP growth. Its GDP share grew steadily and reached 21 per cent in 1991, thus surpassing, for the first time, the GDP share of agriculture.
It should be noted that Susenas collects data mainly on consumption expenditures rather than on incomes. However, welfare levels at any point in time are likely to be better indicated by current consumption expenditure than by current income. Furthermore, consumption expenditure is more reliable than income as an indicator of a household's "permanent" income because it does not vary as much as income in the short term. However, since upper-income groups usually save a larger proportion of their incomes, the distribution of consumption expenditure is generally more equitable than the distribution of income.
As to the estimation of inequality indices (Gini and two Theil indices), we rely on decile information, not on the raw Susenas data, since we did not have access to the original data set. As a result, we consider all the households in a particular decile group as if they had the same mean expenditure of the group, thus ignoring the expenditure distribution within the group. This procedure yields a lower bound for the inequality indices. It should be noted also that our study uses current price expenditure data, rather than constant price data (i.e., expenditure data adjusted for the differential impact of inflation on different expenditure groups and sectors), and thus, care should be taken to interpret the changes in inequality. As Asra (1989) noted, price adjustments will not only affect the magnitude of inequality values in any one period, but they may also reverse the trend of inequality indicated by current price data.
There have been numerous studies on poverty and income inequality in Indonesia, reflecting continued interest in how development benefits are distributed among different population subgroups and regions. 4 Among them, Hughes and Islam (1981) conducted a decomposition analysis using several inequality indices (Atkinson, Theil, and Log-Variance) with per capita monthly expenditure data from the 1970 and 1976 Susenas. Our study, on the other hand, uses household monthly expenditure data from the 1987, 1990, and 1993 Susenas, and decomposes household expenditure inequality into within-group and between-group components according to age, education, household size, gender, province, and location (urban-rural) . It attempts to compare the results with those by Hughes and Islam, though the comparison is made only for the decomposition by location (urbanrural) and region since their analysis was confined to these two factors. It should be noted that since Hughes and Islam investigated the distribution of households by per capita household expenditure, our results are not directly comparable with theirs.
Drawing on the 1984 and 1987 Susenas consumption data, adjusting the data for inflation by using the consumer price index, and assuming a 10 per cent (or 50 per cent) cost-of-living differential between urban and rural sectors, Ravallion and Huppi (1991) estimated the level of poverty in 1984 and 1987. According to their study, there was a significant decrease in aggregate poverty over the 1984-87 period for both urban and rural sectors. Our study is regarded as a continuation of Ravallion and Huppi (1991) , in the sense that it uses the Susenas consumption data for 1987, 1990, and 1993 . However, our study differs from theirs in that we examined inequality rather than poverty, based on the distribution of households by household expenditures, and we investigated the factors of inequality using the Theil inequality decomposition method.
This paper consists of five sections, including this introductory section. Section II describes the characteristics of the data set used. Section III provides an overview of trends in the distribution of household expenditures over the past three decades. Section IV conducts an inequality decomposition analysis to investigate the factors and forces of expenditure inequality. The final section summarizes the findings and provides policy implications and conclusions.
II. THE DATA: NATIONAL SOCIO-ECONOMIC SURVEY (SUSENAS)
This study relies extensively on household expenditure data collected by the National Socio-Economic Surveys (Susenas) which have been conducted regularly by the Central Bureau of Statistics (Biro Pusat Statistik, BPS), and thus our results are subject to the reliability of the Susenas data. 5 In the surveys, however, it is widely believed that, nonfood expenditures are progressively understated by larger-income households, especially in urban areas, and thus expenditure inequalities are underestimated if they are measured based on the Susenas data. Secondly, it is reported that there is a wide discrepancy between the total household expenditure estimated based on the Susenas data and the total private consumption expenditure from the national accounts. 6 Thirdly, it is said that the survey months covered in the Susenas are different from one survey to another, and thus care should be taken when interpreting the Susenas time-series data of consumption expenditure. Nonetheless, this study uses the Susenas, as these surveys are the only source of information on household expenditures which cover the whole of Indonesia.
The BPS conducted a Susenas for the first time in 1963 in order to collect data on the demographic and socioeconomic characteristics of household members, which include education, age, employment status, consumption expenditure and living condition. 7 Since then, these surveys have been undertaken regularly. The Susenas was intended to cover all Indonesia, but the early surveys did not include all provinces. It was not until 1982 that all provinces including East Timor were covered. The first Susenas in 1963 covered only five Java provinces and selected 16,000 households as a sample. But the sample size increased gradually, and for the 1987, 1990, and 1993 Susenas, the sample size was 49,200, 49,000, and 65,600 households, respectively. 8 Since 1986, Susenas have used a combined stratified/two-stage random sampling technique with the main sampling frame consisting of a list of enumeration areas which are formed by breaking down every village into smaller geographical units with about 200 to 300 homogeneous households. The selection of a sample of households is made by classifying enumeration areas into strata, choosing several enumeration areas from each stratum, and then selecting households from each of the selected enumeration areas. In the Susenas, province, urban/rural, and expenditure categories are regarded as strata.
Since their inception, Susenas have placed an emphasis on collecting household consumption data in order to estimate the incidence of poverty and the degree of inequality. There are two kinds of consumption items in the questionnaire: food and nonfood items. There are altogether 203 items in the food category and a total of 103 items in the nonfood category. The Central Bureau of Statistics has also been trying to collect household income data in the Susenas, but due to the relative inaccuracy of the data, it has not published the results regularly. 6 The estimated total annual household consumption expenditure for 1987, 1990, and 1993 was, respectively, 68, 61 , and 66 per cent of the national private consumption expenditure indicated in the National Income Statistics. This rather large discrepancy is also considered to be due to progressively greater understatement of nonfood expenditures by richer households. 7 Surbakti (1995) gives a detailed account of the National Socio-Economic Survey since 1963. 8 There are now three Susenas modules around the core questionnaire in order to gather more detailed household information: the first module collects data on household consumption expenditures and incomes; the second module collects data on welfare, socio-cultural variables, criminality, and tourism; and the third module collects data on health, nutrition, education, and living conditions. Since 1984, the consumption expenditure module of the Susenas has been conducted every three years together with the core questionnaire.
III. TRENDS IN THE DISTRIBUTION OF HOUSEHOLD EXPENDI-TURES OVER THE LAST THREE DECADES
The Susenas data on consumption expenditures have been used to measure not only the inequality in the distribution of household expenditures but also the incidence of poverty. Indonesia has been quite successful in poverty alleviation, as exemplified by a steady decline in the percentage of the population under the poverty line. According to the BPS estimates based on the Susenas data, as much as 40.3 per cent of the population was under the poverty line in 1976, but the percentage had fallen significantly to 13.5 per cent by 1993. The factors which explain the decline in the incidence of poverty are, among others: increases in agricultural employment and real wages due to a diversification of production toward non-rice food crops and nonfood farm activities together with the acceleration of rice production in rural areas; a rapid growth of labor-intensive, export-oriented, smallscale manufacturing activities following a series of deregulation and liberalization policies accompanied by a real depreciation of the exchange rate; and public expenditure policies favoring the poor such as central government transfers to the local governments which are designed to finance small-scale construction projects. Table I presents the trends in the distribution of household expenditures from 1964/65 to 1993 according to the Gini coefficient. It should be noted that the estimates of the Gini coefficient in the table are based on the distribution of individuals by per capita household expenditures, rather than the distribution of households by household expenditures on which our study is based. Assuming that no data comparability problem exists over time, a slight, though not significant, declining trend Sources: Booth (1992 , p. 335) for 1964 /65 to 1987 and Hill (1996 ) for 1990 and 1993, based on Susenas data. 9 The sample size for the 1969, 1976, and 1980 Susenas was 19,000, 17,000, and 58,000 households, respectively. According to Akita and Lukman (1995) , the 1978 value of the weighted coefficient of variation based on per capita GDP excluding mining (at current prices) was the smallest between 1975 and 1983. Sources: Hill (1996, p. 193) , based on Susenas data. Note: T20/B20 is the ratio for the share of expenditure of the top 20 per cent quintile to the bottom 20 per cent quintile.
is observed over the last three decades, especially after 1978, for the whole country. There was an increase in the Gini coefficient in 1978 at the height of the oil boom that started in 1973. According to Booth (1992) , an increase in the relative price of non-traded goods resulting from the oil boom-induced real appreciation induced a shift of factors away from traditional, labor-intensive activities into sectors producing non-traded goods, and this not only widened urban-rural income disparities in favor of urban households but also raised urban inequality because most of the non-traded goods are produced in urban areas. While these factors seem to have caused a significant increase in the Gini coefficient, we should not ignore the fact that the 1978 estimate was based on a much smaller sample size compared to the other Susenas (only 6,300 households for the 1978 Susenas). 9 While the urban Gini coefficient has been quite stable over the period except 1978, the rural coefficient exhibits a clear decreasing trend, from 0.35 in 1964/65 to 0.26 in 1993. According to Table II , the expenditure share of the bottom 20 per cent household group has risen gradually, thus causing the rural Gini coefficient to decrease since most of the poorest households are in rural areas. This, together with high economic growth, explains Indonesia's success story in poverty alleviation, especially in rural areas. It should be noted that except for the first two years (1964/ 65 and 1969) , rural inequality was consistently smaller than urban inequality. ) (
IV. INEQUALITY DECOMPOSITION BY POPULATION SUBGROUPS

A. Method
This study uses the two Theil indices (T and L) to measure inequality in the distribution of household expenditures as they are additively decomposable and satisfy several desirable properties as a measure of inequality in welfare, i.e., mean independence (or income-zero-homogeneity), the principle of population replication (or population-size independence), and the Pigou-Dalton principle of transfers (Bourguignon 1979; Shorrocks 1980 ). An inequality index is said to be additively decomposable if total inequality can be written as the sum of between-group and within-group inequality. Mean independence implies that the index remains unchanged if everyone's expenditure is changed by the same proportion, while population-size independence means that the index remains unchanged if the number of households at each expenditure level is changed by the same proportion, i.e., the index depends only on the relative population frequencies at each expenditure level, not the absolute population frequencies. Finally, the Pigou-Dalton principle of transfers implies that any expenditure transfer from a richer to a poorer household that does not reverse their relative ranks in expenditures reduces the value of the index.
Suppose that the population of all households is grouped into mutually exclusive and collectively exhaustive socioeconomic groups (different age groups, different education groups, etc.). Since we are working with aggregated expenditure data (decile data), the Theil indices, T and L, are defined, respectively, as:
where Y ij is the total expenditure of households in expenditure class j in group i, Y is the total expenditure of all households (= ∑∑Y ij ), n ij is the total number of households in expenditure class j in group i, and n is the total number of all households (= ∑∑n ij ).
Since n ij /n is the population share of households in expenditure class j in group i and Y ij /Y is the expenditure share of households in expenditure class j in group i, these indices compare population shares and expenditure shares for each cell (i, j) and thereby measure the extent of inequality in the distribution of household expenditures. It should be noted that the Theil index T uses expenditure shares as
weights, while the Theil index L uses population shares as weights. Therefore, the former is sensitive to changes in the upper-expenditure categories while the latter to changes in the lower-expenditure categories.
According to Anand (1983, Appendix C) , the Theil indices given in equation (1) can be decomposed into within-group and between-group components as follows:
where
Y i is the total expenditure of households in group i (= ∑Y ij ), and n i is the total number of households in group i (= ∑n ij ). T w is the within-group component of the Theil index T and is defined by a weighted average of within-group Theil indices T i with the weights being the expenditure shares of the groups Y i /Y, whereas T B is the between-group component of the Theil index T and measures the extent of inequality due solely to differences in the group mean expenditures y i = Y i /n i . On the other hand, L w is the within-group component of the Theil index L and is defined by a weighted average of within-group Theil indices L i with the weights being the population shares of the groups n i /n, whereas L B is the between-group component of the Theil index L and measures the extent of inequality due solely to differences in the group mean expenditures y i . If we define v i = n i /n and w i = Y i /Y, equation (2) can be written simply as:
As pointed out by Bourguignon (1979) , these Theil indices are in a sense dual measures, i.e., they are essentially the same except that the roles of the v i 's and w i 's are inverted. It should be noted that the Theil index T is "weakly" additively decomposable, i.e., the elimination of between-group inequality affects the value of the within-group component since the expenditure shares used as weights in the index do change. But the Theil index L is "strictly" additively decomposable, i.e., the elimination of between-group inequality does not affect the value of the withingroup component since the population shares used as weights do not change.
In addition to these two Theil indices, this paper uses the Gini coefficient as another measure of inequality in the distribution of household expenditures. Though it is not additively decomposable (i.e., cannot be decomposed into withinand between-group components), it satisfies the properties of mean independence, population-size independence, and the Pigou-Dalton condition. The estimation of the Gini coefficient in this paper is based on the following formula:
where F i is the cumulative population share of households up to expenditure class i; H i is the cumulative expenditure share of households up to expenditure class i; F 0 = H 0 = 0; and m is the number of expenditure classes.
B. Results
Using the decomposition equations [equation (2)] described in subsection A above, total inequality is decomposed into within-group and between-group components according to several socioeconomic variables taken one at a time. The variables include location (rural-urban), region (province), age, education, household size, and gender, and the classification of households into population subgroups is made based on the attributes of the household heads. It should be noted that we measure inequality in the distribution of households by household expenditures, not in the distribution of households by per capita household expenditures nor in the distribution of individuals by per capita household expenditures. Since the decomposition is made by using aggregated decile data and not by original household data, estimates of total inequality vary slightly from decomposition to decomposition. In the following tables which present the results of the decomposition analysis, figures within parentheses are percentage contributions to total expenditure inequality.
Since households in upper expenditure classes tend to have a bigger household size, the level of inequality as measured by household expenditures is usually larger than by per capita household expenditures. According to the Gini coefficient, our estimates of inequality for 1987, 1990, and 1993 were, respectively, 0.372, 0.361, and 0.378 (see Table IV ), which were significantly larger than the BPS estimates of 0.32, 0.32, and 0.34. The BPS used data based on the distribution of individuals by per capita household expenditures to estimate the Gini coefficient. 10
Decomposition by location (rural-urban)
As is widely observed, mean household expenditure was larger for urban households than for rural households (Tables III and IV) . Mean urban household expenditure was almost twice as large as mean rural household expenditure, though there 10 See Indonesia, BPS (1994) . 1987 1990 1993 1987 1990 1993 1987 1990 1993 Akita and Lukman (1999) presented some factors that would explain this rural-urban expenditure disparity.
were some fluctuations between 1987 and 1993. 11 Due to the large rural-urban disparity relative to within-group inequalities, the between-group component accounted for 22-24 per cent of total inequality according to the Theil index T (Table  IV) . Urban inequality was larger than rural inequality and increased between 1987 and 1993. Combined with the shift of households from rural to urban areas, this raised the contribution of urban inequality to total inequality from 37.6 to 45.2 per cent, as measured by the Theil index T (and from 25.2 to 31.3 per cent as measured by the Theil index L), i.e., urban inequality has been playing an increasingly important role in overall expenditure inequality. On the other hand, rural inequality became less prominent as its contribution to total inequality fell from 39.6 to 30.3 per cent as measured by the Theil index T. 12 According to Hughes and Islam (1981) , the contribution of urban inequality rose very sharply between 1970 and 1976: from 19.6 to 31.1 per cent as measured by the Theil index T and from 14.8 to 20.1 per cent as measured by the Theil index L. Though the increase has slowed down slightly, this tendency seems to have continued in the 1990s. 13
Decomposition by province
Indonesia consists of twenty-seven provinces, including the Special Capital Region of Jakarta (DKI Jakarta) and the Special Region of Yogyakarta (DI Yogyakarta), which are usually classified into five regions: Sumatra, Java, Kalimantan, Sulawesi, and the other islands. Indonesia has a very distinct spatial distribution of population and economic activities. One of the most interesting features is that the island of Java, constituting merely 6.9 per cent of total land area, accommodated 60 per cent of the total population and accounted for 56 per cent of total gross domestic product (GDP) in 1990. With a total population of 179 million people and a total GDP of 196 trillion rupiahs in 1990, the vast majority of land area is still underdeveloped. It is not surprising, therefore, that the Indonesian government considers the reduction of interregional disparities in economic activities as its major national policy objective, in conjunction with promoting national economic growth.
According to the decomposition results (Table V) , inter-provincial disparity accounted for 17-19 per cent of total inequality when measured by the Theil index T and 15-17 per cent when measured by the Theil index L. 14 However, inter-provincial disparity reflects, to some extent, urban-rural expenditure disparity, because the share of urban households varies among provinces, e.g., in 1993 households in Jakarta were all classified as urban households while in East Timor only 7.4 per cent of households were in urban areas. Since urban mean household expenditure is usually larger than rural mean household expenditure, provincial mean household expenditure tends to be larger for provinces with a larger share of urban households; conversely, it tends to be smaller for provinces with a smaller share of urban households. Figure 1 presents the relationship between provincial mean household expenditures and provincial expenditure inequalities in 1993. Based on the Theil index T, the simple correlation coefficient (−0.23) indicates that no significant relationship exists between them. For example, Riau, with the third highest mean household 12 The corresponding figures as measured by the Theil index L are a decrease from 52.5 to 43.5 per cent. 13 It needs to be reminded that Hughes and Islam (1981) used per-capita expenditure data rather than household expenditure data, on which our study are based. Therefore, care should be taken when comparing our results with theirs. 14 Since there are high correlations between the three indices (Theil T, Theil L, and Gini) in intraprovincial inequalities (about 0.99), we will use the Theil index T exclusively hereafter. expenditure, after Jakarta and East Kalimantan, registered smaller-than-average inequality values, whereas West Nusa Tenggara with the lowest mean household expenditure had larger-than-average inequality values. 15 The relatively high inequality provinces are West Java, East Java, Yogyakarta, Jakarta, East Timor, and Irian Jaya. The relatively low inequality provinces are Riau, Jambi, Bengkulu, and Central Kalimantan. Generally speaking, the Java provinces, Bali, and Irian Jaya registered relatively large intra-provincial inequality, whereas Sumatra, Sulawesi, and Kalimantan provinces had relatively low intra-provincial inequality. It should be noted that East Timor registered an increase in the level of inequality from a mere 0.106 in 1987 to 0.233 in 1990 and 0.300 in 1993. But this is attributable mostly to the fact that the Susenas sample from East Timor did not include urban households in 1987 but did so in 1990 and 1993. East Timor was, in fact, the province with the highest level of inequality in 1993. 16 Considering its small urban household share, East Timor seems to have suffered from a high level of inequality in rural areas.
Decomposition by age
Household income usually increases gradually with the age of the household head, but this is only up to a certain age. After reaching a peak, it starts to decrease as labor productivity falls. Table VI presents the relationship between age and the mean household expenditure for all households (rural and urban). Reflecting to some extent the age-income relationship, the mean monthly household expenditure increases as the household heads become older, and it reaches a peak at between ages 45 to 49. Thereafter, it decreases. One of the main factors is that household size becomes larger as the household head gets older; but after the children become independent, it becomes smaller; as shown below, there is a positive association between household size and household expenditure. The same pattern is observed for urban and rural households with the peak at age 45 to 49, but the increase was much larger for urban as opposed to rural households. This is indicated by the ratio of the mean household expenditure between urban and rural households-there is an increasing trend until around ages 45-54. The peak mean household expenditure was 3.1 times as large as the smallest for urban households (Rp 369,000 at ages 45-49 versus Rp 119,000 at ages less than or equal to 19), while it was 1.6 for rural households in 1993 (Rp 172,000 at ages 45-49 versus Rp 106,000 at ages less than or equal to 19). For the households whose heads are less than or equal to 19 years old, the ratio in the mean household expenditure between urban and rural households was only 1.1 in 1993. But, for those whose heads are 45 to 49 years old, the ratio was 2.2. These observations suggest that labor mobility between the rural and urban sectors is higher for younger generations.
According to Table VII , which presents the decomposition results, the betweengroup component accounted for 4 to 5 per cent of total inequality as measured by the Theil index T, thus indicating that disparities between age groups were not significant in the overall expenditure inequality. Within-age-group inequality appears to increase with the age of household heads. In 1993, it started at 0.166 for ages less than or equal to 19. After dropping to 0.135 at ages 20 to 24, it started to rise and peaked at ages 65 and over at 0.314. To simplify the discussion, we will use, hereafter, "households with a certain level of education" instead of "households whose heads completed a certain level of education."
Age Group
Decomposition by education
Households in Indonesia can be classified into the following categories in terms of the final educational attainment of household heads: (1) no formal education, (2) elementary school, (3) general junior high school, (4) vocational junior high school, (5) general senior high school, (6) vocational senior high school, (7) twoyear junior college, (8) three-year junior college, and (9) university. In these categories, (3) and (4) are considered to be in the same attainment level with nine years of education. Also, (5) and (6) are considered to be in the same attainment level with twelve years of education.
Since one's labor productivity is affected by the amount of knowledge, information, and skills acquired, education is considered to be one of the key determinants of income inequality. Table VIII presents the relationship between the educational attainment of household heads and the mean household expenditure. As expected, the mean monthly household expenditure is shown to increase with educational attainment. The mean expenditure for households with university education is 5 and 3.5 times as large as for those with no formal education and for those with only elementary education, respectively. 17 It should be noted that while in 1987 and ) 1987 1990 1993 1987 1990 1993 1987 1990 1993 No Education 1990 the mean expenditure was larger for households with vocational high school education than for households with general high school education, the order was reversed in 1993. Possible factors for this anomaly include: an increase in the urban share of households with general high school education in conjunction with a decrease in the urban share of households with vocational high school education in the Susenas sample (see Table VIII ), an increase in the sample size (from 49,000 in 1987 and 1990 to 65,000 in 1993), or a change in the definition of general and vocational high schools.
According to Table VIII , the urban-to-rural ratio in the mean household expenditure is very stable across the educational levels of household heads, with the value ranging from 1.47 to 1.82 in 1993, indicating that location and education have no significant interaction effects on mean expenditure. In other words, households whose heads have higher education are likely to have higher expenditures relative to those in the same location (rural or urban). It is also apparent from the table that the share of urban households increases with the level of education, i.e., households with higher education are more likely to live in urban areas. In 1993, 85 per cent of households with university education were in urban areas, whereas only 24 per cent of households with elementary school education were in urban areas. Urban areas offer jobs that require higher skills and knowledge. Table IX provides the results of the Theil decomposition analysis with respect to education. The between-group component accounted for 30-33 per cent of total inequality as measured by the Theil index T, thus suggesting that if there had been no disparities between educational levels in the mean expenditure, total expenditure inequality would have been much smaller. In other words, raising general educational levels would have a significant bearing on the reduction of overall inequal- 1987 1990 1993 1987 1990 1993 1987 1990 1993 No Education ity in Indonesia, ceteris paribus. Within-group inequalities for households with higher education increased over the study period, while those for households with elementary school or junior high school education remained rather stable. Exportoriented industrialization based on non-oil exports, such as textiles and plywood, under a series of trade liberalization and deregulation policies seems to have facilitated income and expenditure inequalities among people with higher education, especially those with three-year college education or university education. On the other hand, the effects have been negligible among households with elementary school or junior high school education, i.e., the majority of the people in Indonesia.
Decomposition by gender
The ratio of the mean expenditures of male-headed households versus femaleheaded households was approximately 1.5 (Table X) , thus indicating that gender inequality is not very large in Indonesia with regard to expenditure inequality. There are several factors that account for the inequality that does exist. First, male heads of households have higher educational attainments than female heads of households. According to the 1990 Population Census, 31 per cent of males completed at least junior high school; the corresponding figure was 22 per cent for females. Secondly, there is a difference in the types of occupations of male and female workers. Thirdly, male-headed households have a larger household size than female-headed households. Table XI , which presents the decomposition results, gender inequality is not a prominent factor in overall expenditure inequality, as the betweengroup component constituted only 3-4 per cent of total inequality. In other words, the elimination of gender inequality will not reduce total expenditure inequality by very much. It is also apparent in the table that within-group inequality was larger for the female-headed households than male-headed households.
Decomposition by household size
Larger households tend to have a higher level of household expenditures. However, "per capita" household expenditure decreases as household size increases. This pattern seems to hold for Indonesia (Table XII) . In 1993, "per capita" expenditure was Rp 63,000 for households of one person, but it gradually decreased to Rp 36,000 for nine-person households.
Table XII also shows that the share of urban households increased gradually with household size. In 1993, 29 per cent of single-member households were in urban areas, but the urban share increased gradually with size and reached 43 per cent for households with ten people or more. Since this study measures the degree of inequality in the distribution of households by household expenditures, and not by per capita household expenditures, the contribution of the between-group component was rather large (Table XIII) .
V. CONCLUSIONS
The distributional consequences of economic growth have been one of the main policy issues in Indonesia, and these will continue to be important given Indonesia's extensive and far-flung archipelago, the large population size, the presence of different ethnic and religious groups, and the variety of natural resources scattered over the country. Despite the fact that Indonesia recorded an average real GDP growth rate of more than 5 per cent per annum, expenditure inequality, as measured by the Gini coefficient, has been remarkably stable at least until 1993. Indonesia has also been quite successful in poverty alleviation, as the percentage of the population under the poverty line had decreased significantly from almost 40 per cent in 1976 to 13.5 per cent by 1993.
This study attempted to provide an update on expenditure inequality and to investigate its factors and forces. This was done through the Theil decomposition technique using household expenditure data from the 1987, 1990, and 1993 National Socio-Economic Survey (Susenas). One of the main findings is that interprovincial inequality has not been a major factor in overall national inequality as it contributed 17-18 per cent to total inequality. Thus, policymakers should focus more on within-province inequality rather than between-province inequality in order to reduce overall national inequality. Since urban-rural expenditure inequality accounted for 22-24 per cent of total inequality, reducing urban-rural disparities should be given higher priority. Since urban inequality is likely to play an increasingly important role in the determination of overall inequality, reducing urban inequality is another key factor in reducing overall inequality.
Another important finding is that education is a significant determinant of expenditure inequality, as the between-education component accounted for 30-33 per cent of total inequality. Mean expenditure for households with university education is 5 and 3.5 times as large as for those with no formal education and for those with elementary education, respectively. Considering the fact that more than 60 per cent of household heads had only elementary education or less, raising general educational levels would have a significant bearing on the reduction of overall inequality in Indonesia, ceteris paribus. However, we must recognize that the educational systems of developing countries may cause an increase in the level of inequality since the opportunity costs of elementary education is usually higher for poor students than for better-off students. Furthermore, the expected benefits of elementary education tend to be lower for poor students than for better-off students; thus, the poor are more likely to drop out during the early years of schooling (Todaro 1992) . This argument comes from the fact that children of poor families are usually needed to work on their family farms or business, and even if they are able to complete their elementary education, they are likely to have more difficulties in competing with the rich for jobs.
In contrast to education, gender inequality appeared to be insignificant in Indonesia, as the ratio of mean household expenditure between male-headed and female-headed households was only 1.5. The between-group component accounted for merely 3 per cent of total inequality. Hence, the elimination of gender inequality in mean household expenditure will not reduce total inequality by very much. However, this seems to be an exception, since, in many developing countries, female-headed households are usually among the poorest due to the lack of access to better employment opportunities and capital.
There was a distinct pattern in the relationship between age and expenditure: the mean household expenditure increases as household heads became older until the ages of forty-five to forty-nine; thereafter, it decreases. However, expenditure disparities between age groups were not significant in the overall level of inequality as the between-age-group component accounted for 4-5 per cent of total expenditure inequality. Household size tends to increase as the household head grows older, but after the children become independent, the household size becomes smaller. Thus, adjusting household inequalities for household size should further reduce the contribution of the between-age-group component. It should be noted that within-agegroup inequality tended to increase with the age of household heads, indicating that as household heads get older, those having better employment opportunities and jobs become richer, while others remain the same or become poorer. Finally, larger households tended to have higher household expenditure, as expected; but per capita household expenditure tended to decrease as household size increased.
This study has several limitations. First, our study used current price expenditure data, rather than constant price data. Therefore, care should be taken in analyzing inter-temporal inequality changes. Secondly, our study did not adjust the data for the cost-of-living differentials between urban and rural sectors, and thus urbanrural expenditure disparities are exaggerated. Thirdly, our study used aggregated expenditure data, rather than the raw Susenas household data. Therefore, expenditure inequalities are likely to be underestimated.
